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[1 Hearing is Set
Date:

Time:
Judge Richard A. StrophyT T ORMEY '?EEN ERAL o
OF WASHINGTON BETTY J. GOULD
THURSTON COUNTY ClERK |

SEp 2 9 2004
AR AE PLIANCE
QVERMMENT GUM
- & ENFORCEMENT
STATE OF WASHINGTON
THURSTON COUNTY SUPERIOR COURT
MIKE KREIDLER,
INSURANCE COMMISSIONER,
Petitioner, No. 03-2-00401-1
V.
WASHINGTON CASUALTY
COMPANY, THIRD REPORT OF .
RECEIVER
Respondent.

Mike Kreidler, Insurance Commissioner of the State of Washington and
Statutory Receiver of Washington Casualty Company in Rehabilitation (*WCC™),
James T. Odiorne, Deputy Insurance Commissioner and Court-appointed Receiver of
WCC, and John B. Woodall, Speeial Deputy Insurance Commissioner and Court-
appointed Deputy Receiver of WCC, by and through their attorneys, Christine O.
Gregoire, Attorney General, and Christina Gerstung Beusch, Assistant Attorney
General, hereby submit the Third Report of Receiver pursuant to RCW 48.31.040(5),

and state as follows:
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1 & Orders of Rehabilitation. On March 6, 2003, this Court entered an order
of Rehabilitation and Appointment of Receiver placing WCC into rehabilitation
proceedings pursuant to Chapters 48.31 and 48.99 RCW, and appointing the Statutory
Receiver, Receiver, and Deputy Receiver. Pursuant to RCW 48.31.045, a 90-day stay
was imposed on all cases in which WCC, as the insurer, was obligated to provide a
defense. The stay was continued for another Qﬂuda_y period by order entered on May

28, 2003.

=

2 Accounting to the Court. RCW 48.31.040(5) and the Order of
Rehabilitation require that the Receiver make accountings to the Court not less than
semiannually. The semi-annual reporting schedule requires a report to be filed in
September and March of each year that the receivership is in existence.

3. Financial Report. Attached hereto as Exhibit A is the June 30, 2004,
quarterly statement of WCC, which is filed with the Office of the Insurance
Commissioner. As of June 30, 2004, WCC had a capital and surplus deficit, as
calculated under Statutory Accounting Principles (“SAP”)', in the amount of
$8,640,368. The capital and surplus deficit was $8,850,000 as of March 31, 2003,

which was the first financial statement issued after WCC was placed into receivership,

! The Insurance Commissioner has adopted regulations promulgating SAP as the accounting
treatment to be used by insurance companies transacting business in Washington. RCW 48.05.073;

WAC 284.07.050.
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and was $8,752,187 at December 31, 2003. The recent history of the financial
condition of WCC is as follows.

Instead of recognizing net income by reducing the estimated liability for future
losses, WCC has continued to add to its loss reserves in order to provide a cushion
against the possibility that claims may increase.

Liabilities decreased by $1.8 million during the first six months of 2004. Cash
and invested assets decreased $2.63 million during that same period as a result of
paying claims obligations and lowered investment returns, However, admitted assets
are sufficient, cash flow remains strong, and all obligations are being paid when due.

4. Retention of Policyholders. Since the implementation of the receivership
of Washington Casualty Company (WCC) on March 6, 2003, significant
accomplishments have been made to stabilize the core policyholder base of WCC. For
the initial period of March 6, 2003, through the end of the 2™ quarter of 2003, the
retention ratio was 56%. This was the period of greatest uncertainty, as the necessity
to place WCC into receivership created concern and predatory practices within the
Medical Professional Liability market in Washington. For the 3™ quarter of 2003,
renewal retention improved only slightly to 65%. With the initial periods of
uncertainty past, WCC was able to realize retention rates for the succeeding quarters of
91% for the last quarter of 2003, 88% for the 1™ quarter of 2004, and has thereafter

enjoyed a retention ratio of 100%.

THIRD REPORT OF RECEIVER 3
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The 2004 Business Plan also pointed to development of new accounts by
concentrating production efforts on accounts previously written by WCC and those
who were being affected by the withdrawal of Physicians Insurance from hospital
professional liability and Farmers from all medical professional liability business.
WCC was successful in attracting four new accounts as of July 2004. These included
two returning hospitals and two new Community Health Centers.

WCC will continue efforts to attract previously written accounts in Idaho and
Washington to consider placing their insurance coverage with the Company.

5 Operating Expenses. WCC has continued to monitor and reduce
operating expenses. For the six months ending June 30, 2004, operating expenses
were $1,057,425, which is a decrease of $1,512,416 from the same six-month period
of 2003. There are 14 employees at WCC, the same number as at the end of 2003 and
less than the 20 that were employed at the time of the receivership.

6. Administration of Claims. In March 2003, Washington Casualty
Company had 432 open claims. As of August 1, 2003, it had 367 open claims. As of
December 29, 2003, it had 343 open claims. As of March 11 2004, it had 309 open
claims. As of August 31, 2004, it had 248 open claims. Efforts to close the
Company’s open claims, particularly those more than 24 months old are continuing.

[
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7 Issues with Holding Company. By Court Order Liquidating and Closing
Northwest Healthcare Insurance Services (NHIS), dated May 29, 2004, the assets of
NHIS, WCC’s parent company, were incorporated into WCC.

8. Continued Prospects for Rehabilitation. During the past six months, the
efforts to move the Company through rehabilitation have met with continued SUCcess.
The 100% renewal retention for the subsequent days since January 2, 2004, and the
addition of four new accounts, point to the belief in the marketplace that WCC is well
on the road to recovery. The expense ratio has remained below budget, the claims
count continues to drop, and necessary premium rate increases are being implemented.
Both the consulting actuary and the Company’s independent auditor’s actuary have
confirmed that the Company’s reserves are at appropriate levels.

DATED this 2’/ +£ day of September, 2004.

LA ettt

JQEK WOODALL,
Special Deputy Insurance Commissioner, and
Deputy Receiver for Washington Casualty Company

“ Presented by:

CHRISTINE O. GREGOIRE
Attorney General

HFQJAAM_G_@E%
CHRISTINA G. BEUSCH, WSBA#18226

Assistant Attorney General
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Sistement as of Juna 30, 2004 of the Washington Casualty Gompany In Rehabllitation
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Sigtament as of June 30, 2004 ot the Washington Casualty Company In Rehabillitation
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sistamant as of June 20, 2004 of the Washington Casualty Gompany In Rehahllitation

NOTES TO FINANCIAL STATEMENTS

Moo 1 - Summ Slgnifica counting Pol

Elactranis Data Processing ("EDP*) aquipment and saftwara is degrecisted on a straight-ing basis from ils initial
servica data over its useful e, not to axcesd three years. EDP equiprent and softwvars lranfarred as 8 result of
settioment from the infercompany recaivabia (s note 10} s deprecizled on & str=ighl-ine basls from ts inital servico
date over its weaful e, not 1o excoed five years acconding i special consent granted by tha Commissioner, effectiva
June 30, 2004, Mon-cpacating softwara s depracialzd an a stralght-ine nasls from it Inltlal servica dale over itx useful
Ia, not to excesd five years and |s non-admilted.

Fusmiliure, firures, and equipment s depreciated cna siralght-fine basls from ite Inifal service dale over lis usaid [ife,
nat to excaed reven years and Is non-admilted

Mola 2 - Accounting Changes and Correstions of Errors

Mo slgnlfleant chanpe.

ats 1 - Buslness Cemblnations and Goodwil

Mo significant change.

ta 4 =0 ntinwied Opara

Mo s_lgnlﬂ:anl changa.

Mot § - Invasiments

Ma significant change.

Hots & - Joink Vamiures, Partnorships and Limitad Llability Campanies

Ma significant changa,

Maote 7 « Investmant Incemo
Mo significant change.

Wotn & - Dartvativs Instruments
Nao gignificant changs.

HMots 9 - Income Taxas

Mo signaficant changa.
Mats 40 - Information Cenanrning Farant, Subsidiariss and Affiliales

On May 28, 2004, the Superiar Courd of the Siata af Washinglen ordared the liquidstion and dosure of Morirasst
Heallhears Insurence Services (NHIS), the parent company of Washingian Casually Company (WCC). Tho liguidation
and closure rarsfemed g1 assats of MHIS to WEC. Tha liquidation lrensferred 100% of tha capital stock of WCC 1o

WO (zeo note 13).

Abtha tirma of liquldztan there was an intarcompany receivable dus from NHIS to WCC of 31,120,301 thai had
araviously been nonadmitied. The recsivatia was partlally salded by transfer of a3sats from MHIS to'WCC comprised
of offica equipment (32,622), computer aquipment (3445,810), tsiephcne gquipment (51,148), and offica fumiture
[55,500) for a lotal of $4565,750, The assels wede transferad at ihelr nat book value, which approsdmated thelr fair
yvalue, The remalring bafance of $564,511 waa writlen el

The resull of ihis ransaction on the June 30, 2004 statemant & an nereass in surpUs of 5369,711. This [ncrease 15
from Ihe aomission of electronlc deta processing eculpmant and softwars of £419,550 lass non-operaling software of
£49 835, The Commlssloner has ghven specld consent, affective June 30, 2004, 1o 2dmit alecironic dala procassing

souipmant and software.

As of December 31, 2003, he Intercompany racalvable was $1,275,708 and was nonadmided, Had this transaction
ccoured 28 of December 31, 2003 snd consent lo admif elacirenic data processing equipmant and sofwaee had been
givan, [ would have resufled in an increasa to surplus of $545,878,



Slatament &z of Junas 30, 2004 of e Washington Casualty Company In Rehabllitation

NOTES TO FINANCIAL STATEMENTS

Hole 10 = 1n atlen Con i u i and llatas Continua

WCES recebved specal consent from the Commlssioner, elfective June 30, 2004, 1o report e willa-off of $684,511 on
i 38 in the oggrepate wiite-Ina for gains and losses i surplus lina of the Statement af Income. Without cansent, the
wrile-off would ba roquired to ba reported as part of continuing operations and would not be charged diroctly to surplua.
Reporting the write-off on line 38 increases (e lransparency of the ransaction and offsets the changa in ronadmitted
agsels as a result of the write-off of tha intercompany recahable.

Hote 11 - Debt
Mo significant changa.

Hots 12 - Ratirement Pla Compansation, Po 1 ent Benafits and Compensated Absances and Othar
Poatratirameant Ben Plans

No slgnifican] chango.

Note 13 « Capital and Surplus, Shareholders’ Dividend Rastrictlons and Quasi-Recrganizations

Merlrwast Heslthcars Insurance Sarvices (MHIS) waa tho cwner of 100% of the capital stock of Washingtan Casualty
Company (WCG). On May 29, 2004, tha Superior Cour of the State of Washinglon ordered & Bguidation and closure of
MHIS, which trensfermed all ta assels lo WEC. RCW 48,13.270 provides that an inswrer may not hold mausd shases of
5 own capital stock, unless the nsurs: has receivad approval from the Gommissioner (o hotd such stock. Spedal
consent to hold the above-described [ssusd caplle stock of WCC was granted, effocthee Juna 30, 2004,

Hots 14 - Contingenclas
Mo algnificant change.

Mo significant change.

Mots 16 - information About Financisl Instrumants With Off-Balanca Shest Risk and Financial Instruments Witk

Ci fra i

Mo slgnificant changa.

Hots 47 - Bala, Trensfer and Servicin Financial Assets o [ =h ts of Liablliti
Mo slgnificant changs,
17C Wash Sales - Mot applicable.

Mets 18 - Galn or Lo Reporling Entity from Uninse lzans 2nd the Uninsured Portion of Partially Insurad
Plans

Mo significant change.

Hots 12 - Direct Pramium Written/Produced by Managing Ganeral Agants/Third P i rators

Mo aigrificant change.

Hote 20 - Septamber 11 Evants

Ma significan] change.

Hots 21 - Gther lams
Mo slgnificant change.

Haote 22 « Events Subssauant

R4



siatement as of Juns 33, 2004 of tha Washington Casualty Company In Rehabllitation

NOTES TO FINANCIAL STATEMENTS

Ma slgnlfizant change.

Mots 23 - Relnsuranen

Mo slgnificant change.

Mats 24 - Ratrospectively Rated Contracts & Contracts Suhjact te Redoterminallan

Mo sigmificant changa.

Hota 28 - Change in Ineyrred Lossas and Loss Adjustimant Expansas
Mo signiiicant change,

Mots 26 - Intercompany Poollng Armngemants
Mo significant change.

Hote 27 - Structured Setamonts
Ho slgnificant change.

Mata 28 - Health Care Recehrables

Mo skgnificant change.

Mota 29 - Participating Policias

Mo skenificant changs.

Hote 30 - Premium Deficiency Resarves

Mo significant change.

Hota 3 - High Deductibles

Marsigniicant change:

Mote 32 - Discounting of Liakilities for Unpafd Losses or LUnpaid Loss Adlustment Exponises

Mo significant change.

Mots 33 - Ashestas/Environm potal Hoserves

Mo significant charge.

Mote 34 « Subseribar Savin caunts

Me significant ehange.

Maota 15 - Multiple Perll Crap Insurance

Mo significant change.

8.2



Stalemant as of Juna 30, 2004 of the Washington Casualty Company In Rehabllitation
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GENERAL INTERROGATORIES

(Responsas to fasa Intermaataries should ba basad on changes lhat have ocoured since prior year end unless oferaise nalad)
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Etalamant as of Juna 30, 2004 of the Washington Casualty Company In Rehabilitation

1

GENERAL INTERROGATORIES

{Responses o [hass interogalaries should ba basad on changss Lhal have cccurred since prior ysar end unless olherss noled)

PART { - COMMON INTERRCGATORIES
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Statamant ea of June 30, 2004 =f the Washington Casualty Company In Rehabilltatlon
GENERAL INTERROGATORIES (continued)

(Responses to these intermogatories sheuld ba based on changes that have accumed since priar year and unless olherwisa naled)
PART 2

PROPERTY & CASUALTY INTERROGATORIES
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Statament as of Juns 30, 2004 of the Washinglon Cas
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ually Company In Rehabllltation
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Statermont a3 of Juna 30, 2004 ot he Washington Casualty Company In Rehabilitation

SCHEDULE DA - PART 1
Short-Term Investmenis Cwrigd End of Corrent Cuarter
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Staternent as of June 30, 2004 of tha Washlington Casualty Company In Rehabllitation

Sch. DB-Part F-Section 1
NONE

Sch. DB-Part F-Section 2
NONE

Sch. F
NONE

12.13.14



Stalment 88 of Juns 30, 2004 ot the Washington Casualty Company In Rehabllitation

SCHEDULE T - EXHIBIT OF PREMIUMS WRITTEN
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Slalsmant &3 of Juna 30, 2004 of tha Washington Casualty C

ompany In Rehabllitatian
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Statemant o= of Juna 30, 2004 of he Washington Casualty Company In Rehabilitatlon

SUPPLEMENTAL EXHIBITS AND SCHEDULES INTERROGATORIES
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Siatament as of June 30, 2004 of the Washington Casualty Company In Rehabilltation
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S Pryn

Elahasta ey Porthon Ordy

L

Sk ackon TR

e dicka L1

e dacta LT

aal Ramon LXN

] it LI

. e T

et Sacier L4

L b

LR L T -
T Bt of ok

bt S e 2 bt
i [131 g —tt — ﬁ'
]

T i Py ) b, 1

e oy T i) Ir A
= - THe =T = [sier
— =
e v Tl DM ~ W Pi— |
S el S oy P T R i o
[Etim pemyz s e fime (B
E *-u:gaf : E = e g . o y
o [~ ﬁlim v
E-Eﬂguum IE=r = Jiae v - I
Plimrre By (s Lovmar 1) L )
S - T Piwcw I, Bl A == Tomd, IETa] |

L

arm Yoo 34

arm, e 5

Pt

Are Eam LEL

rm‘_- iy s e e [ S i . o
[mest L e | T e
[ Thid | Tn | | ]
F‘-h ] st S nay s o B THe
[P = e | [ [ 1
D P
imiisslirpielny P e - >
1 | 1
[ —— nl—d'-l-::-uhtq ——— S J
T 1
! —
i
1
i
[} -
1
1
1
1
1
T
i

1EE



Statament a8 n”"una 10,2004 of tho Washington Casualty Company In Rehabllltation
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Statament a8 of June 30, 2004 of the Washington Casualty Cempany In Rehabilitation
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Statemant as of June 30, 2004 of the Washington Casualty Company In Rehabilitation

Notes
NMONE

Sch. Y-Part 1
NONE
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LT T
NAIC CompenyCode 42510

Washington Casualty Company In Rehabilitation
SVO COMPLIANCE CERTIFICATION

The undersigned s an officar of the insurer respansible for reporting investments to the SYO andior wilh pardomming all fings
wilh appropriate slate requlaiory officials and the MAIC and Is therefara required io b famillar with the requirements of such
filings, The undersignad officer carfifias that, to he best of his or her knowledas, information, and beliaf, =l prices or NAIG
designations for the securiliss raported In this statement have baen obtained directly from the SVO excepl as spedifically
identified below. Tha officer further cerlifios that, to the best of his er her knowledas, informatian, and balief, sines the taet
filing of a quarlarly or annual statemant:

1. Al securities previously valued by the nsurer and Mentfied by a 2 sufft have now been submiitad t the VO for a
veluation or dizposad of by safe or olheraise with the result that all prices and NAIC Cesignations reported in this
slalement have been provided by the VO, excepl for provislonally exempt and new purchases Identified In Schodula
O ard DA with a Z suffix or fems submitied bt not yat processed by the SVO.

2. Any rewty purchased securities now identified with a Z suffix, shall be submited to tha SVO within 120 days of
purchasa,

3. All necessary informalion on securibies which havs been previously designaled NR {not rated dus o lack of cument
Infermation) by the VO have elther been submitted o the 8VO by the insurer for a valuation or disposed of by tha
Insurer.

. All matera lssusr events have been reparted bo tha SVO.

A material lssuer event is a generic or transaction specific cradit event of which the Insurar is currently sware, hat by
fis nature would signfy to a reasonably prudent insurer that a malzral changa In the credit quality or price of tho
Investment or security has occurmed. As an flustration, and nat by way of Imiation, the following shall be desmed to
constihute material Issuer events;
2. Recapilalizations or capitsl resinucturing whether within or without Chapter 11 of the US Sankrupicy Code;
B, MNorpaymant, defers, or payment In kind through walver of any principal or contractual interest paymant;
. Any change In the maturity of a sacurity;
d. Changas in the lender's collzleral position, including releases of collateral, or the taking of & collateral
pasilon whether by opsration of negative pledos covenant or clharwise;
. Events of a kka characler or of a e effect, which would be corsidered maleral to 20 investment
professional.
{. Exceplons

Marz Anthony Mriyicka S—
Marme of Invastment CHicer

Lty

Signalura of Investment Cficer

Treasursr
Tille of Signatory

Auget (0, Zo0Y

Date
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Supplement Ato Sch. T
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Overflow Page
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Preporty and Canualty Supplemant far the Cuarter Ending Juna 33, 2004 of the . 8. Branch of the WashIngton Casualty Company

T

Trusteed Surplus Statement

AFFIDAVIT OF U.S. MANAGERS, GENERAL AGENTS OR ATTORNEYS

Deieg iy s, Says thal helska s tha clthe ]
orporaion orpanizad under e |ws of endved i rnsact business i ha Uriled Stalos throogh e Siate of i this
Inateed suphus siatement together with fls relzied schedules appended hemio & a frua stasment of tha bsdead surplus of said comporation, that the eeveral fems of
assets, a8 ereinalier eruoeraied, are ha atsclutn proery of e eperaton, bea nd cloar from any lisos or dims hereon, excepl as harbnafer stated, and (hat
ach and o of the harsdnaer mentioned ausats ma heid i the Unlted Eete by Insurance Deperimants and Cficers of the various Slzles of B4 Usited Slaies and
Tresioes as hernafer indioated, o had tha assets, labistes arvl deductions therefrom resorled in this eleemen) s b acodlano with ha brsirictions accompanydes

this statersend,

Subeoribad and samen 12 before ma Bis iy ol AL, HH

AFFIDAVIT OF TRUSTEE - SCHEDULE B

belng rwoen, g2 thit i 15 v Trustze of e
. @ corperation ovgankzed under vy ke of
—_, EtEed o trarazed] fuaiess In tha Unted States Srough the Siat of Iocariad ot T
asses Fried in Sched.fa § of the faflowing slstement i hefd by & 23 such Trases witvin tha Unied Stales. and thal tha s3d ascels an snncd 49 1) afer czim than
these of paksytaiders and creditors wilin tha United Slates.

Sutesrited and swoim bo befoes e [hs dlay of AD, M0

AFFIDAVIT OF TRUSTEE - SCHEDULE C

Deing swom, say i it 15 the Trusiee of the
fcerporn crpanized under tha lews of
enfered o vensact busress in P Unitad Statey hvough o Statmel _  ealedd e
astets Bsted i Schedile C of D foouing stsimend we hed by 8 o soch Trosles witin the Usited Bites, and (ol Bia 5l arsely arm subject o no other claims than
thees of poloyhodfers and cradines within tha Unied Statea,

Subahed and swom to bafore me this cay ol AD, 204

AFFIDAVIT OF TRUSTEE - SCHEDULE D

being swan, sy that & tha Trusles of #m
& comporziion opantzed under B ks of

enlared i fmnsact business in s Uniked States thmugh tha Staie of et 2 JHhi e
essals bated bn Boheduli O of tha foilowing staberment arm heid by & 22 such Trstos within a Lisjted Slaea, and thal The sadd sasets ane subiect o no other ciaims fin

thosa of possyholioens and codios within ta Undsd St
Subscibed and swam & befors ma ik dayof

AD, 2004




Property and Casualty Supplamant for the Cuarter Ending Juna 20, 2004 of tha L. & Branch of the Washington Casualty Company)

Trusteed Surplus Statement-Assets
NONE

Trusteed Surplus Statement-Liabilities
NONE

Trusteed Surplus Statement-Overflow Page
NONE



